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Arizona Corporation Commission

Jay L. Shapiro (No. 014650)

Phoenix, Arizona  85020
e
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SHAPIRO LAW FIRM, P .C.

1819 E. MoNey Avenue, Suite 280

DOGKETED
OCT 20 2016

Attorneys  for Pima Utility Company

I
BEFORE THE ARIZONA CORP ORATION COMMIS S ION

DOCKET NO: SW-02199A- 16-

sw-02199A-16-0380

IN THE MATTER OF THE AP P LICATION
OF P IMA UTILITY COMP ANY, AN
ARIZONA CORPORATION, FOR
AUTHORITY TO (1) ISSUE EVIDENCE OF
INDEBTEDNES S  IN AN AMOUNT NOT TO
EXCEED fB8,370,000; AND (2) ENCUMBER
REAL P ROP ERTY AND P LANT AS
SECURITY FOR SUCH INDEBTEDNESS.

APPLICATION(FINANCING)

se rvice  corpora tion ("Pima" or "Company"), he reby applie s  for authority from the  Arizona

Corpora tion Commis s ion ("Commis s ion") to is s ue  e vide nce  of inde bte dne s s  in a  tota l

a mount no t to  e xce e d  $8 ,370 ,000  on  the  te rms  a nd  cond itions  s e t fo rth  he re in .
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Pima  a ddre s se s  both utility sys te ms  in this  Applica tion, which is  be ing tile d unde r both

Compa ny numbe rs , W-02199A (wa te r) a nd SW-02199A (wa s te wa te r). P ima  will tile  a

motion to consolidate  these  matters  into one docket.

In support of this  Applica tion, Pima s ta tes  as  follows :

A.

1. Pima is  a  public service  corporation providing service  to approximately 10,197

water and 10,083 wastewater service  connections in portions of Maricopa County, Arizona.

2. The Company's  present ra tes  and charges for utility service  were  approved by

the  Commis s ion in De cis ion No. 73573 (Nove mbe r 21, 2012) us ing a  te s t ye a r e nding

Gene_rel _Ba9kgroupd.

December 31, 2010.
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is

discovery, data requests and other requests for

information concerning this Application should be directed to Mr. Soriano, with a

copy by e-mail to undersigned counsel at jay@shapslawaz.c0m and

whitney@shapslawaz.com.

3. Pima 's  bus iness  office  is  loca ted a t 9532 E. Riggs  Road, Sun Lakes , Arizona

85248 and its  te lephone  number is  (480) 895-4200. The  Company's  primary management

contact is  Steve  Soriano. Mr. Soriano is  employed by the  Company as  its  Vice  Pres ident

and General Manager.

4. Mr. Soriano is  the person responsible  for overseeing and directing the conduct

of this  Applica tion. His  mailing address  is  9532 E. Riggs Road, Sun Lakes, Arizona 85248,

his telephone number (480) 895-4200, and his e ma il address is

steve.soriano@robson.co1n. All

5. Financia l s ta tements  for the  twelve-month period ending December 31 , 2015,

are attached as Exhib it 1.

6. Statements prob eating Pima's estimated financial performance for the next five

years are attached as Exhib it 2.

B. Purposes of Financing Approval.

1

2

3

4

5

6

7

8

9

1 0

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

7 . Pima seeks debt financing approval for three purposes :

A. To re tire  an exis ting loan from Wells  Fargo, which debt was approved

in Decision No. 73708 (April 5, 2012), and which has a  current balance

a s  of Augus t 31, 2016 of a pproxima te ly $6.138 million, This  loa n

payment is  due  in full on or before  July 25, 2017.

To reduce  equity in the  capita l s tructure  us ing debt capita l in order to

achieve  and ma inta in a  capita l s tructure  cons is ting of approximate ly

65 percent equity and 35 percent debt.

To fund infra s tructure  improve me nts : we ll replacement, e s sentia l

tra nsmiss ion line  re pla ce me nt, wa te r ta nk re ha bilita tion, a nd se we r

B.
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is  approved, the  ba lance  of the  origina l loan will be  pa id in full and the  new ba lance  will be

Terms and Conditions of Financial Transactions.

Exhib it 4.

l plant renova tions . Attached as Exh ib it 3 is  a  lis ting of iiiture  ca pita l

2 improvement projects  and the ir e s tima ted cos ts . The  tota l e s tima ted

3 cost of the  plant improvements  is  $7.5 million. The  improvements  a re

4 presently or will in the  next few years  be  necessary to maintain service

5 and re liability of the  sys tem.

6 8. At the  end of20l5, the  ba lance  of the  loan was  approximate ly $6:510,000 and

7 Pima 's  capita l s tructure  was  73.29 percent equity and26.71 percent debt.' If this  applica tion

8

9 $8,370,000 At tha t point, the  Compa ny's  ca pita l s tructure  will cons is t of 65.17 pe rce nt

10 equity and 34.83 pe rcent debt. Remaining loan funds  will be  used to fund one  or more  of

l l the  ca pita l proje cts  conte mpla te d ove r the  ne xt five  ye a rs . In a ddition, the  Compa ny will

12 e nte r into loa n a gre e me nts  a s  ne ce s s a ry to ma inta in a  ca pita l s tructure  cons is ting of

13 approximate ly 65 percent equity and 35 percent debt, however, a t no time will the  tota l debt

14 amount exceed $8,377,000.

15 c .

16 9. The current lender is  Wells  Fargo. Wells  Fargo's  term sheet is  a ttached hereto

17 as Wells  Fargo has  represented tha t it will provide  the  subject financing a t an

18 inte re s t ra te  not to e xce e d Lib or plus  2 pe rce nt. The  Compa ny us e d 3.42 pe rce nt in

19 preparing this  applica tion. As  a  result, Pima  is  undertaking to negotia te  a  loan agreement

20 with Wells  Fa rgo. Such agreement will be  subject to the  Commiss ion approva l sought in

21 this  docke t. Additiona lly, the re  may be  a  cos t to lock the  inte re s t ra te  for the  te rm of the

22 loan.

23

24

25

26

10. Pima 's  repayment obliga tion to Wells  Fargo will be  secured by the  grant of a

security interest in Pima 's  rea l property and its  water and wastewater plants  and systems.

I As  of Augus t 31, 2016, the  loa n ba la nce  is  $6,138,000 a nd will be  lowe r by the  time
authoriza tion is  approved.

SHAPIRO LAW FIRM
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D. Effects of Financial Transactions.l
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ll. P ima 's  pro  forma  ba la nce  s he e t for the  pe riod e nding De ce mbe r 31, 2015 is

a tta che d a s E x h ib it 5 . The  pro  fo rma  ba la nce  s he e t re fle c ts  the  impa ct o f the  fina ncing

tra ns a ction tha t is  the  s ubje ct of this  Applica tion. As  note d a bove , the  Compa ny's  pro forma

ca pita l s tructure  will be  34.83 pe rce nt de bt a nd 65.17 pe rce nt common e quity.

12. P ima  will ha ve  a  De bt S e rvice  Cove ra ge  Ra tio  ("DS CR") of3.93 a nd a  Time s

Inte re s t Ea rne d Ra tio ("TIER") of 3.51 if the  ma ximum re que s te d inde bte dne s s  is  incurre d.

The  ra tio s  will be  h ighe r a s  long  a s  the  a moun t o f de b t incu rre d  re ma ins  le s s  tha n  the

ma ximum va lue  a u thorize d . The  DS CR a nd  TIER ca lcu la tions , a s  s hown

we re  ca lcula te d us ing a n inte re s t ra te  of 3.42 pe rce nt,

13. The  loa n proce e ds  will be  is s ue d for la wful purpos e s , a s  dis cus s e d he re in, a nd

th e  e xe c u tio n  o f th e  lo a n  a g re e m e n t with  W e lls  F a rg o ,  a n d  th e  u n d e rta kin g  o f th e

obliga tions  s e t forth  the re in  a re  with in  P ima 's  corpora te  P owe rs . A Corpora te  Re s olution

a uthorizing the  conte mpla te d tra ns a ction is  a tta che d a s E x h ib it 6.

14. P ima  will file  tru e  a n d  c o rre c t c o p ie s  o f a ll d e b t in s tru me n ts  is s u e d  with

Docke t Control within thirty (30) da ys  from the  da te  of is s ua nce .

15. The  a pprova ls  s ought he re in a re  compa tible  with the  public inte re s t a nd with

the  prope r pe rforma nce  of P ima 's  dutie s  a s  a  public s e rvice  corpora tion.

16. The  fina ncing  con te mpla te d  he re in  will no t impa ir the  Compa ny's  a b ility to

pe rform its  du tie s  a s  a  public  s e rvice  corpora tion  provid ing  wa te r a nd  wa s te wa te r u tility

s e rvice .

17.

o n  E xh ib it  5 ,

As  re quire d by s ta tute , a nd cons is te nt with the  Commis s ion 's  ins tructions  for

a pp lica n ts  s e e king  fina nce  a pp rova l,  P ima  is  in  the  p roce s s  o f p rovid ing  no tice  o f the

Applica tion by publis hing notice , in the  Tomi provide d by the  Commis s ion, in a  ne ws pa pe r

o f g e n e ra l c irc u la tio n  in  th e  a re a  in  wh ic h  th e  Co mp a n y p ro vid e s  s e rvic e . P ro o f o f

publica tion a nd a  true  copy of the  notice  will be  file d with  the  Commis s ion.

SHAPIRO LAW FIRM
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Based on the  foregoing, Pima respectfully requests  the  following:

A. That the  Commission consider this  Applica tion as  soon as  practicable ,

B. Tha t the  Commis s ion  e n te r a n  o rde r a pproving  th is  Applica tion  a nd

a uthorizing P ima  to incur inde bte dne s s  in a n a mount not to e xce e d $8,370,000 for the

purposes described above, and to encumber its  real properly and utility plant and system to

secure such indebtedness for the purposes described above, and

C. That the  Commission authorize  Pima to take  such other and further action as

may be necessary to effectuate the purposes of this Application, as may be appropriate under

the circumstances herein.

RESPECTFULLY SUBMITTED this  20th da y of Octobe r, 2016.

S HAP IRO LAW FIRM, P .C.

By:
Ja y L. ro
1819 EJ 'Morx:n Avenue, Suite  280
Phoe nix! AZ35020
jay@shlaps Iav\z.c0m

Attorneys  for Pima Utility Company

O R IG INAL and Fifteen (15) copies
of the  fore goln we re  de live re d
this  20th day o Qctober, 2016, to:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington Street
Phoe nix, AZ 85007

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

25

2 6

By:

SHAPIRO LAW FIRM
A Pm»>I.ssxonALCORPORArlM

5



EXHIBIT 1

I



III

RIMA UTLLITY COMPANY

FINANCIAL STATEMENTS
DECEMBERS, 2015 AND 2014

TOGETHER WITH INDEPENDENT AUDITORS' REPORT

Il l



BARRY MOOR B, p.c.
C E R T l F I E U P U B L 4 c A C c o u N T A N T s

INDEP ENDENT AUDITORS ' REP ORT

To the Board of Directors of
Pima Utility Company
Sun Lakes, Arizona

We have audited the accompanying financial statements offing uzilizy Compargy, which comprise the balance
sheets as of December 31 , 2015 and 2014, and Me related statements of income, capitalization, and cash flows
for the years then ended, and the related notes to the financial statements.

Managements Responsibililyfor the FinancialSxlnternenrs

Management is responsible for the preparation and fair representation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and Maintenance of internal control relevant to the preparation and fair presentation of
tinancial statements that are free ti~om material misstatement, whether due to fraud or error.

Auditor's Responsibility:

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance refth auditing standards generally accepted in the United States of America. These
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are Nee of material misstatement.

An audit involve performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors judgment, including the assessment of
risks of material misstabemerit of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of
the financials statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit Gvidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opimbn

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position ofPima Utility Company as of December 31, 2015 and 2014, and the results of its operations and its
cash flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America.

Ba rry &Moore , P .C.
Phoenix, Arizona
March 31, 2016

ul-

2196 EastCamelb8dt..SuIte 370 | Phoenix,Arizona 85018i (802)277-5463FAX (602)248-9074
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PIMA UTILITY COMPANY

BALANCE S HEETS
DECEMBER 31, 2015 AND2014

In thousands

2015 2014

ASSETS

P LANT IN S ERVICE AND UNDER CONS TRUCTION, ne t $ 19,327 $ 19,700

CURRENT AS S ETS :
Cash
Customer accounts  receivable
Rece iva ble  firm  a ffilia te
Other assets

338
543

2,838
4

294
497

2,760
0

3,551Total current assets

RESTRICTED FUNDS

DEFERRED CHARGES

1,002

s

3,723

1,003

401

24,454 $

581

24,834

LIABILITLES AND CAPITALIZATION

CURRENT LIABILITIES:
Accounts payable
Accrued liabilities
Current portion of note payable

$ 425
359
558

S 117
353
558

Tota l current lia bilities 1,028

NOTE PAYABLE, net of current portion 6,510

928CONTRIBUTIONS  IN AID OF CONS TRUCTION, ne t

Tota l lia bilities

1,342

5,952

827

8,121 8,466

CAPITALIZATION:
Common stock, $1 par value; 10,000,000 shares
az4fhorz'zed,' 180, 041 shares issued and outstanding

Additional paid-in capital
Retained earnings

180
10,801
5,352

180
10,801
5,387

Tota l capita liza tion 16,333 16,368

8 24,454 $ 24,834

See accompanyingnotes and independent auditors ' report.



PIMA UTILITY COMPANY

S TATEMENTS  OF INCOME
FOR THE YEARS  ENDED DECEMBERS , 2015 AND 2014

In thousands

2015 2014
OPERATING REVENUES :

Flatrate
Metered
Other

3 3,283
2,543

50

$ 3,284
2,582

49

Total operating revenues 5,876 5,915

OPERATING EXPENSES :
Salaries and employee benefits
Purchased power
Chemicals
Repairs and maintenance
Office supplies and expense
Contractual services
Transportation
II1sllIlaI1c€
Property taxes
Depreciation
Arnurtizntiun
Other miscellaneous expense

1,133
388
124
251
289
266
5'1
95

306
1,739

99
118

1,138
387
138
342
258
270
74
46

308
1,551

99
HIS

Total operating expenses 4,865 4,726

Operating income 1,011 1,189

OTHER EXPENSE:
Interest expense, net
Other expense

(132)

(4)
(161)

(1)

Total other expenses

NET INCO ME 8

(136)

875

(I62)

$ 1,027-

See accompanying notes and independent auditors ' report.



PIMA UTILITY COMPANY

STATEMENTS OF CAPITALIZATION
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

In fhousanaiv

COMMON
STOCK

ADDITIONAL
PAID-IN

CAP ITAL
RETATNED

EARNINGS

TOTAL
CAP ITALIZATION

BALANCES, December 31, 2013 $ i80 s 10,801 3 4,812 s 15,793

NET INCOME 0 0 1,1127 1,027

DWIDENDS 0 o (452) (452)

BALANCES, December 31, 2014 180 10,801 5,387 16,368

NET INCOME 0 0 875 875

DWIDENDS 0 0 (910) (910)

BALANCES, December 31, 2015 S 180 s 10,801 s 5,352 s 16,333

See accompanyingnotes and independent auditors ' report.



PIMA UTILITY COMPANY

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBERS, 2015 AND 2014

In thorzsawais

2015 2014

$ 875 S 1,027

1,739
99

1,551
99

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to
net cash flows from operating activities-
Depreciation
AmorMation
(Increase) decrease in-

Customer accounts receivable
Other assets
Deferred charges

Increase (decrease) in-
Accounts payable
Accrued liabilities

(46)
(4)
81

19
15
80

308

6
(304)

37
Total adjustments 2,183 1,497

Net cash flows from operating activities
3,058 2,524

CASH FLOWS FROM INVESTING ACTIVITIES:
Increase in restricted funds
Net advances on receivable from affiliate
Plant additions

(1)
(78)

(1,467)

0
(554)

(1,226)

Net cash flows from investing activities (1,546) (1,78(l

CASH FLOWS FROM 1=inAnc1nG ACT1'VIT]ES :
Repayments of note payable
Repayments in aid of construction
Dividends

(558)
0

£30)

(558)
(14)

(452)

Net cash flows iota financing activities (1,468)
-

INCREASE (DECREASE) IN CASH
44

(1,024)

(280)

CASH, beginning of yea r
294 . ._574

CAS H, end of yea r
$ 338 .8 294

See accompanying notes and independent auditors | report.



PIMA UTILITY COMPANY

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

(1) SUMMARY OF SIGNIFICANT ACCDUNTTNG POLICIES:

Business Activitv-

Pima Utility Company (Company), an Arizona corporation organized in 1972; provides water
and wastewater services to substantially all of' the homes in the Sun Lakes retirement community in
Arizona.

The rates for water and wastewater services are authorized by die Arizona Corporation
Commission (Commission) .

1

Recosznition ofRevenues and Ezmenses-

Revenues and expenses are recognized on the accrual method. Under this method, revenues are
recognized when earned rather than when collected, and expenses are recognized when incurred rather
than when paid.

E$ti1'[1818S-

The preparation of tinancid statements 'm conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions.
These affect the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
these estimates.

Plant in Service-

Plant in service is stated at original cost. Assets are depreciated on the straight~Iine method at
the following composite rates- .

2.00%
2.22%
2.50%
3.33%

Collection systems, manholes, cleanout, service laterals
transmission and distribution mains and hydrants

Distribution reservoirs and standpipes - storage tanks
Reuse transmission and dislributicm lines
Structures, improvements, wells, springs and services
Distribution reservoirs, standpipes - pressure tanks and

treatment and disposal systems
Meters
Lift stations, recharge wells and pumping equipment
Water treatment equipment
Equipment

5.00%
8.33%

12.50%
20.00%

5.00% tO 20.00%

Maintenance and repairs to plant in service are generally expensed as incurred. Expenditures
determined to extend the useful life, including significant upgrades and replacement projects, represent
additions and improvements and are capitalized.

I



2

(1) S UMMARY OF S IGNIFICANT ACCOUNTING P OLICIES /Continued):

Lone-Lived Assets -

Management periodically evaluates the carrying value of the long-lived assets in accordance
with the Financial Accomxting Standards Board (FASB) Accounting Standards Codification (ASC).
Under the FASB ASC, long-lived assets and certain identifiable intangible assets to be held and used in
operations are reviewed for impairment whenever events or circumstances indicate that the carrying
amount of an asset may not be fully recoverable. Management does not believe impairment exists at
December 3 l, 2015,

Customer Accounts Receivable-

The Company grants credit on open account to its customers. As of December 31, 2015 and
2014, respectively, there were approximately $22,000 and $17,000 of receivables over 90 days past due,
The Company wrote off $16,000 and $12,000 of receivables as uncollectible in 2015Undefined and
2014, respectivelyUndefined.

Receivable from Affilia te-

Receivable 80m affiliate is due on demand with interest accrued monthly.

Defamed Charges-

Deferred charges represent costs amortizable pursuant to rulings by the Commission over the
following periods-

Rate hearing Gusts
Deferred operating costs
Allowance for funds used during construction
Note issue casts

5 years
5 years

22 years
5 years

Income Taxes-

As required by the Income Taxes topic of the FASB ASC, management evaluates at] tax
positions as required by the Contingencies topic of the FASB ASC, which requires a more likely-than
not threshold for financial statement recognition and measurement of tax positions taken or expected
to be taken in the Conlpany's tax returns. Management believes the tax positions taken in the
Company's fax returns would be sustained upon examination. With few exceptions, the Company is
no longer subject to U.S. federal, state and local income tax examinations by tax authorities for years
before 2011.

The Company and its stockholders have elected to be taxed as an S corporation, In lieu of
corporate income taxes, the stockholders are personally taxed on the Company's taxable income.
Therefore, no provision or liability for income taxes has been included in these financial statements.

Supplemental Cash Flow Information-

Intemst paid totaled $205,000 and $227:000 in 2015 and2014, respectively.

T



(2) P LANT IN S ERVICE AND UNDER CONS TRUCTION ne t:

Plant in service and under construction, net consists of the following-
In thousands

2015 2014

s 43
189

s 2,539
189

Construction work-in progress
Land
Water:

Wells and springs
Electric pumping equipment
Distribution reservoirs and standpipes-storage tanks
Distribution reservoirs and standpipes-pressure tasks
Transmission and distribution mains
Services
Water treatment equipment
I-Iydrants
Structures and improvements
Office furniture and equipment
Transportation equipment
Power operated equipment
Communication equipment
Miscellaneous equipment
Tools and work equipment
Computers and software
Meters

Wastewater:

715
2,589
1,180

74
2,945
5,407

72
899
325

3
170
128
252
15

131
12

915

682
2,238
1,201

74
2,945
5,175

62
895
325

3
116
128
251
32

126
14

876
Structures and improvements
Power generation equipment
Treatment and disposal systems
Collection system-gravity
Collection system-force
Manholes and cleanouts
Service laterals
Lift stations and pumping equipment
Recharge wells and pumping equipment
Reuse transmission and distribution lines
Receiving Wells
Other plant and miscellaneous equipment
Office furniture and equipment
Computers and software
Transportation equipment
Tools and work equipment
Laboratory equipment
Communication equipment
Miscellaneous equipment
Other pumping equipment

409
100

10,418
3,775
1,750
1,938

661
1,935
1,570

158
704
986

9
16
42

115
7

181
l

106

324
0

10,419
3,855

98
1,928

644
1,520
1,559

140
225
975

g
16
42

114
6

175
0

106

Less accumulated depreciation
40,945
21,618

19,327

40,026
20,326

s 19,700
|



(3) RES TRI TED FUNDS:

The loan agreement with a bank Wore 6) requites a compensating balance of $l,000,000. The
restricted funds are invested in money markets and are recorded at cost 'm a trustee account.

(4) DEFERRED CHARGES:

Deferred charges consist of the following-

In thousands

2015 2 0 1 4

Rate hearing costs
Allowance for funds used during construction, net
Deferred operating costs
None issue costs, net

$ 146

134
1 1 5

6

$ 227
166
178

10

$ 401 s 581

Pursuant to an order from the Commission, from 1996 to 1999, the Company was authorized ro
defer 30% of the incremental operating costs of the new wastewater treatment facilities. In accordance
with the Commission's Decision 73573, pertaining to the most recent rate case iilmg, the Company was
allowed $315,000 of the $1 ,049,0U0 deferred operating costs to be included in its rate base calculation to
be amortized over 5 years.

The Company was also allowed $200,000 in rate case expense recovery per division (water and
wastewater). This is recovered through a monthly surcharge of $0.33 per customer, with the surcharge
remaining in place until the earlier of: 1) a period of 60 months or 2) until the Company has collected the
$200,000 per division. .

(5) ACCRUED LIABILITIES 4

Accrued liabilities consist of the following-

In thousands

2015 2014

Ta xe s
Othe r
Inte re s t

s 196
146

17

s 194
1 4 1

18

$ 359 s 3.53 .
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(6) NO TE P AYABLE:

The Company entered into a loan agreement with a bank in Judy 2012, which provides for
interest at LIBOR plus 200 basis points and is due in July 2017. Principal of $46,500 plus accrued
interest arepayable monthly. The notepayable is collateralized by the plant in service (Note 2).

Concurrently with the execution of the loan agreement, the Company entered into a swap
agreement with the Bank that fixed the interest rate at 3.035%.

Annual principal payments  are as  follows-

Year Ending
Decgmb Er 31 , In rhau.s-ands

2016
2017

s

$

558
5,952

6,510

(7) ADVANQ MND CO NTRIBUTIO NS  IN AID O F CO NS TRUCTIO NS

The advances in aid of construction contracts provide that a percentage of gross revenues from
each applicable unit over a specified period will be paid to reimburse an unrelated developer for the cost
of the water and wastewater systems.

Any unrefunded portion upon the contract expiation is transferred to contributions in aid of
construction and is amortized over the remaining estimated useful life of the related water and
wastewater systems.

(8) F LAT RATE OP ERATING REVENUES T

Flat rate operating revenues consist of the following-

In thousands

2015 2014

Residential - sewer
Commercial - sewer

S 3,119
164

s 3,118
166

.s 3,283
_

3,284
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(9) METERED OPERATING REVENUES:

Metered operating revenues consist of the following-

In thousands

2015 2014

Residential - water
Commercial - water
irrigation - water
Effluent - sewer

s 1,623
375
440
105

$ 1,656
383
430
113

$ 2,543 $ 2,582

(10) INTEREST EXPENSE. net:

Interest expense, net consists of the following-

In thousands

2015 2014

Interest income
Interest expense

$ 72
(204)

$ 64
(225)

$ (132) s (161)

(11) F AIR VALUE OF FINANCIAL INS TRUMENTS:

In accordancewith theFair ValueMeasurementsand Disclosures topic of the FASB ASC, the
canoing amount reported in the balance sheet for current assets, restricted funds and current liabilities
approximate fair values due to the short maturity of these insuumeuts.

At December 31, 2015, the fair value of the note payable was equal to the carrying amount.



(12) T_RANSACTIONS WITH RELALED LARTIES1

On an ongoing basis, Pima Utility Company engages in certain business activities with affiliates
which arise through The normal course of business.

The Company paid $193,000 and $175,000 in 2015 and 2014, respectively, to an affiliate for
administrative and accounting services.

The Company also advances excess binds to an affiliate. The advances are payable on demand
and provide for monthly interest at a rate. determined by management, which approximates the prime
rate. The Company earned $71,000 and $64,000 of interest on the advances during 2015 and 2014,
respectively. At December 31, 2015 and 2014, the outstanding receivable from affiliate was $2,838,000
and $2,760,000, respectively.

(13) LLETIREMENT ELAN AND TRUS T:

The Company and aftiljated entities have a trust profit shalfhg plan under Section 401 and
401(K) of the literal Revenue Code. The Plan and Trust provides for retirement, disability and
accidental benefits for eligible employees. The Company matches employee contributions at a rate of
25%. The Plan and Trust also provides for additional contributions by the employer, at management's
discretion. As of December 31, 2015, the Company had no liability to the Plan and Trust for matching
or additional contributions. The Company contributed approximately $13,000 and $12,000 in 2015 and
2014, respectively, to the Plan.

(14) CONCENTRATIONS  OF CREDIT RIS K'

The Risk and Uncertainifes topic of the FASB ASC requires certain disclosures relating to
concentrations and the general risk associated with those concentrations.

Substantially all customers reside within the Sun Lakes Beth-ement community in Arizona.

(15) SUB SEQUENT EYENTS:

Management has evaluated all subsequent events through the date the financial statements were
available to be issued on March 31, 2016. No subsequent events occurred during this period which
require acliustment to or disclosure in the Financial statements.
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Ì -

murawrm'Zl'C34JJCIC>'QtCD('°J1-
O * ' \ L ' r "occur-1no\-GG_lt'J_l4°J_Q

C}(\("1!"*

8 8
Lou-
"ILQ
CD 9-
C\l|`\

'U
:D
*6 ca
ea cm
8 4 4
1

Se Ia as he vo 9 earn
1°
r- 6999I I I

3 in
Q CJ
4 (NI

he

m
-q-
m
I*-
gr)
¢"'J

mr- l .o

" m a t
rn'4-r-.
l'.\l ! -(V)

Lm °4N

LG Lf! 'T
ca m p*

| au 4- an
of LO r-

r -  m
Q --
1- we

.
a

C
q

.4-x
G UP
r- ca
m_au_
gr] -
q 'Q

LT Q
F\- mg(D om
2-3 48
et on
m

6 9  9 Sn

co
' In

inm4-

h- o o
go o o
1- o o
Lf! m C)
N Lm o¢".\ LO *

C*°}C\lf\\{.D
¢3aC)1I1--L\l
m o v cn urn
KOCDCDCIF

G21-WwI
1- 'r"(*}1'"

cm
a
Q
N
I.r>
m_
LO

I I

r.-v.
o  1 -
1- LD

1 In m
no cm
o  r -
W. :Q
**|5

{D vs
we r-
1- <4
I*- O
N Cal
G) 1.-

of

1- U)
" 2  q
RD m
N p.,

99 <49 69

N 1-

fern ea <9

asm
m
3
o

E
m4-
cu

Cr
' u
GJ
ID
G
a .
O

D.
he he he $ 6 4

ea sees

mooaoo;¢€e5g\_l¢Qsqgmgg
D r - w m "
m  6106q$t - m m_m_ _

O'-SGJW1- 1-pq

he m m

cm

c

5:
E

en
Q. 'U

:n
u.

N'p g,
8 5 in

n:

._
Ru
o-U 3 U <

E
3
m4-4
m
m
. c
CD
GJ
O
C

3
ms
m
1:1
41
3
_ea
8

: L

I

E
o

<.>

3
E
8. cm

ea 3.9
as a_:-.cg E :

'E
CU

Ia m.

9
Ia w:

L;-=( 333
D 3 5 5 1 :
m 89

411 :

O
m
QL

8 'a
-in __-up c

UJ
o
cm

as
u. u
I; 9
5 .9
8 o

.53
z O *
l.u E L F
M 4-4.Q
M
3 t au
Q ¢' : : l&.go - - 8

m u ._L u c .. , _ x :

98 8 888
EE 888838w13,,. n 8'6§3-g 8835

SE
o

C
.Q

:I anC  O  E N

8 -D

<4

3 8 .|
: - <
o 9 :
u L U.

< 8 o
2 ~¢~ a
':'53 E
1 0 0 go
<38

¢n
| -
Lu
m
vo
<

w
m re3 24
n 9 z~ E
3 823 8 m

q) Eo 'uo u 8 5
8 *a < é E
3 z 35 898
5 3 ¢ < E . . 2 4 - § € 5 - i n

"E _go § -~§=»8¢24e»
5 ' 8 ' § § 3 - 3 2 E E U ' l ' q 3 8 8 9 o  8 v " u _ | "

3w04~§88"-48 28s3=L3§s Fem
E  9 8 - ; _¢n S U ! I - ! § L ' l . l . ¥ :
4§3=¢_> .m>.U. l 1 : 3 : 9 : 4  0 0 2 . | j

588288458 m<5m§m 9 3884§9 38888
I I

C\l
D

h e l '
:  c o
go 1-

E cy

°8r.: cu
9 9
-8 *3
:a -=r
WLm
E 3m N

.9

3

8 '4~ E

3 388 §38;%§E;"°3%§§8
23 8 ET

m 5 8 9 3 3=°83§§§§9 8.8
=382=e§§§- E 88888
' Q ' a m QC :__
§§§§32§§§ 88388C

_.I

8
D
\u
z
u

an
8 8 l.u

: _ . _ < E

E E .3g§1:i
85 4lJ 81.u84

66
c g - g U I
O 0_1E-§.E<2l53955
o r c a
<J 1:L0r9-1-

4 8"
_ a  :
an u '
D Lu

39 83



EXHIBIT 3



g.-_ Q m
E 3 Lu g M

m - J: Q D
3 i v:  E  w a N_J W 1 C
'* .r C  9 mn. U.1 M l-I3 L :: ah3 P -.I UJ

i n
m

E5 .D
N

.: IaI U .,.I

9 °= OrI C N
= m
ll D.
3 D

no

388

m
q -1
m £1 oLu PP

r~ .E 52N g 9
1 u
3 13In

q
in 4

E
g  m ng -

1. 8N 3
E  T L
3 GJ

x

.no
Cm no
l- 3_q9 -~gt . :3  U

ac

as
E

2 8m
ml N
E E.

QJ
3  m

.pa
C

g E
_ D¢~
.CIgo
n :

c n.
as s

Bn
} 8 no
C l.lJ -1
Lu 2  Q
l- | YN

9  ea N
g 4 :
3 (J

1

as  c  Q
3 Cr N
Q +0 #u
m 8

c
IU
}-

E

§§§§44§§§§§§§98§§§8a§§§§§§;i§338
rt a s

Lo c>
4 folm
uL

m
1-1

LD
l-I
:1f\l

h
Tl
nN

4-¢
G
re

m
1-1
D
N

a
N
o
N

To
o
I-

I

I

I

I

I

I

g
8

§§

t

\

8
Q
§

Q
8 .
8
m

n
o
q

. :

8
§

I

I

O
ng
m
us
w
cf
w

8
0
o
* 1
44

I

I I § |

d
9

on
0)
m
D
qH

dmin

o

8_

§

O

31
Q
Q
r-4

w
09
"2
o
m
1-1

cm

3
o
UP
m

8
G *
-3
0
H

d
-l 8

8
0
c f
::»

8
8

o

3
o
U"l
i v

D
3
8

Q

8_
Q
Q
re

8
CL
D
In
r4

I

Q

3
3

0

3
ors
F
Q

o

Lm
N
N

c1̀
GN

daPl

wt|-.
4

O

3in
N
N

8
DD.

O
r4

-:18.
18.

I

I

I

|

I

I

O

3
Cl
D
N

8
a
D .

R u
-1

8
Q
§

8§
o InQ M
Lm

8
o

d
1-1
1-1

60

Q

8.
ca
D
N

3 8ocf iim rem

8.
Q
ON

o 0
3 3
o  mm I*
"L-1

I

an

31
8

8
C)Q `

1-1
. . |

m
F\
w

Q
8

8
§

donn

no
m
an
o
by
1-4

8
§

8
o

6
N
1 - 1

G
_ o

m
r
N

n\
H
FT

I

of
N
'E
l'l

§
Fl
-1

8
§

Q

8_
Q
Ul
r-

8
u'l
P*

Lm
| \
w

::>

8_

8
C L

o z

m

r .

Vu
m
#to

1;
Rh

cf
m
r1

L
HJ IA

1: 1:

vi
' i
IJI
E
u
>

c
U

5 38 n.
2 ED uLJ g: D
: 13- 5
'5 8 g
-I 9 :
8 E 8G g I

as

8§§.E =§

E E

"as Edi .H 3

8858!838§84!-3¢§3
-=2 as 8* --

3 1: fa § W
i . ' 833

i é i l l g  - E Tl  Z §" 8 a. 3 .s
8844 §¥ es; 3 9 =§ii_I§£¥8§ illligi g : =§§§8E3§§§8
SE I -§== m _EYE;=§§8 §!§§3§§3§§§§§§8§3§88853§E

*la 8~ 1 'a 48
n.a g :__ ll==§§§§¢

l=.4'8§=i . i
ii§§§I§£i'i;§i§3§§i8§*'832'

EE
888

I

8

8

3



a l 1
a|-

8
8

§ 9 .
N4:

8
1?

d
h

m'

4%
-l

4

9.
| .
o
v*lNg

QRuQN
I n

| .
N

§Lm..

re
11

dm

Im |
Q-I
Q
N

I
m'
r-
N

I
.re
|\
*Ar

I 8
3

3
8

8
d

0 4
F 4

1
d
1-1
-1

r~ 3 I

8N
8
8

8
3

Mn
pl
o
N

8VS
I

I g 8
ii1-
*l
8

- ¢
P
m

r e
L D
- l

813 :
3  . 9 -D4 Ru Q

CL 5  - c  6
In q; N
43 Ru
_I

l*l
it?/~
we

cf
m
r-

8 g- QRu E In  2

in '18 59
43 Cr
.-.|

Lm
|"
iv 9st

0.
mr~

H
|.:
u M
E -1

G
1; Et Ru
g ti

9Iv
U nr:

d
-1
-1

d
1-1
-1

. a
N

5
== L:
g 0
as c~l
IU
1.u
u l

n`
N1-1

in .

N
i i

3 r
:| 84- Juram
l.ruUm

L¢.
4 2 1 :

g_
3 g

8

u

8 c
O Q 5

vs Dc N
IU
D.
><UI

8 3

. D
M
. c
IJ wM M

Q
Q  re
no
m
UP

§ 8

nng IB
8x NNm

{]`
r-

§

g
. _ C

. § a - .o_| . . .  H
To au N
3 .
n

- r

LD

8.
trml

w
4
8

-1
n al

a. W
5 Lu N

. _ 4.1
Q  m

win
Qn 8

= 8Mr
=8

'l m
NI

Q 3

u

,L u

uea

n 3
8%48892
mo;

3 8

£5 W
g r  H re
L. * Q
IH . a  N

.c E Iv
U IJ . c
a.1 la u
ac oz re

8Ru
u no
L 1-1
11
m D 8
m 2

. 9 at
D n m

Mrq

Ia

:s_
in
4 '

i 3889Zv-I41-4 85§§§§9§§§§§§§3§§93§A -E iiaY* -1 d 1-1
-3 .4 ii A -4 v-4 ii J .1 J .-6

m mmCI|U|M m m m
G A G

mmm
-1
9
-I

:n

g  +
n E
:| ql
9 Evs +

4. mu .1
3

I

E
E

>8
88EE
88
88
Sgtg "
z§§E

£8 8
88 E 8 8

I " vi H

at; 8 8 S 'é :
<43 _ a ! E ' : a " E

£88888 .-Ea 5 . 3 5; is bE5§§£§§8§§3:§15 E83 =§=§-3§,444
8388 38 s §=§§@"= E§§§i§§§833
' 97- a E-"3 "',et"'..3al3§!§§§§5=!ss!3§§§§§é§§§3§3§E5

ll;t.3§-* Z it
2288;l883E =?lgl

9
!438 i £3 ggi .
s fIiiilfiiisgiwfi

c

UI 11 2
o ""...c C 33-'2'3 E;'_ " g 2

9 " 0m CI U ac#ll - MAJ J Lu *IEQ no W-m WU E EE4-°' . 945
* E an UU"..-. Q 8248 =*§EI*"l.IJ;

1:

ll L

*.

8 4

|\

8



EXHIBIT 4

I l



$8,370,000arm Loan Amount:

5 YearsMaturity:

Amortization: 15 Years

In teres t Ra te : 5-Year Term: L + 2.00% / P  + 0.00%, or

Interest Rate Hedge*: Borrower can use an Interest Rate Swap to synthetically fix the
Lib or portion of the interest rate. Based on current market rates,
which are subject to change, indicative rates are as follows:

5 year Labor: 1.42% + 2.00% - 3.42% all-in rate

p  ra n t Fe e : None

guarantors: None

0llateral° Pledge of all allowab Borrower assets ncludina re e 11 I rt I

3)

n locative Covenants :I I) Tota l Liabilities  divided by Tangible  Net Worth not grea te r
than 1.0 to 1.0 at each quarter end

2) FCCR not le s s  tha n 1.10 to 1.0 a s  of e a ch qua rte r e nd,
determined on a rolling 4 quarter basis
Minimum Net Profit of not less than $1 as of' each quarter
end, determined on a rolling 4 quarter basis

t er Covenants :|

Q

Standard and customary for transactions of this na ture  including,
but not limite d to: re s trictions  on Ioa ns /a dva nce s /inve s tme nts ,
pledge of assets, mergers/acquisitions. and addis n I indent d

Il

expens es : Borrowe r a gre e s  to  pa y a ll re a s ona ble  ou t-of-pocke t cos ts  a nd
e xpe ns e s  incurre d  by the  Ba nk in  conne c tion  with  in itia ting  a nd
a dminis te ring the  loa n, including, but not limite d to, clos ing, le ga l,
a nd a dminis tra tive  cos ts .

Pima  Utility Company
Conceptual Term Sheet

This  Conce ptua l Te rm S he e t is  not inte nde d to cons titute  a  commitme nt or offe r to le nd on the  pa rt of
WELLS  FARGO BANK, NATIONAL AS S OCIATION ("Ba nk"), bu t on ly to  s umma rize  fo r d is cus s ion
purpose s  our thoughts  on a  possible  s tructure  for the  contempla ted financing so tha t we  can ge t your input
into s tructuring a nd de s igning a  cus tomize d fina ncing s tructure  for the  compa ny.



Other: Inanagem antBorrower will continue depository/treasury
relationship with Wells Fargo Bank.

INTERE$T RATE

PROTECTION!

To hedge the variable interest expense of this credit facility,
Borrower may acquire an interest rate swap or other swap
transaction, provided that the terms, conditions and provider
of the swap are acceptable to Wells Fargo and each party to
the swap and each of Borrower's credit support providers
satisfy all eligibility, suitability and other requirements under
the Commodity Exchange Act and CFTC regulations.

Any swap with Wells Fargo shall be secured and guaranteed by

the same col lateral  and guarantors,  i f  any,  secur ing and
guaranteeing the credit facility.

The above is indicative only and is based on market conditions
existing as of approximately

An actual swap rate may be higher or lower
depending on market conditions at the time a swap is entered
into.

Nothing herein is a recommendation, solicitation, commitment
or offer for any swap, and Borrower acknowledges that Wells
Fargo may be unable under CFTC regulations to recommend or
offer Borrower a swap unless Wells Fargo determines the
swap would be suitable.

I

If Borrower would like information about swaps or hedging
with Wells Fargo, we can refer you to our swap specialists

I
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EXHIBIT 6
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CERTIFIED RESOLUTIONS OF THE BOARD OF DIRECTORS
OF PIMA UTILITY COMPANY

S te ve n S oria no, the  Vice  P re s ide nt a nd As s is ta nt S e cre ta ry of P im a  Utility Com pa ny
("P ima "), a  corpora tion duly orga nize d unde r the  la ws  of the  S ta te  of Arizona , he re by ce rtifie s
tha t the  fo llowing  re s o lu tions  of due  Boa rd  of Dire c tors  o f P im a  we re  a dopte d  by the  s o le
m e m be r o f the  Boa rd  o f Dire c to rs  by writte n  c ons e n t,  da te d  O c tobe r 19 ,  2016 ,  tha t s uc h
re solutions  ha ve  not be e n a me nde d, a lte re d or re pe a le d, a nd tha t such re solutions  re ma in in full
force  and e ffect on the  da te  he reof:

Fimazlpina Application to Arizona Corporation Cammi_s_sion

RESOLVED, that Pima is authorized to apply to the Arizona Corporation Commission
("Commission") to obtain approval of the financing contemplated in Pima's Application
(Financing) ("Application"), 'm an amount necessary to: (1) fund improvements to Pima's
system; (2) replace existing debt, and (3) rebalance Pima's capital structure,

FURTHER RESOLVED, that Pima may obtain f inancing in an amount not to exceed
$8,370,000, at an interest rate not to exceed Lib or plus 2 percent ("Debt"),

FURTHER RESOLVED, that Pima's off icers, agents, and attorneys are authorized to
prepare and submit all proper f ilings and disclosures, and seek and obtain any and all
necessary permits and approvals in connection with the processing of the Application,

Incurring of the  De bt

RES OLVED, tha t P ima , upon re ce ipt of a pprova l from the  Commiss ion, incur the  De bt;

FURTHER RESOLVED, that the Debt shall be upon such terms and conditions as comply

with the order of  the Commission and that are approved by Edward J. Robson, as
Chairman (Emeritus), Mark E. Robson, as President and Director, Steven Soriano, as Vice
President, or James D. Hubbard, as Treasurer, of Pima and that upon such approval by any
of them, any of the proper off icers of Pima be, and they hereby are, authorized and
directed to execute such promissory notes, security instruments and/or other evidence of
the Debt, and related documents, as any of such officers deem reasonable and appropriate.

Ge ne ra l

RESOLVED, that (a) Steven Soriano, the Vice President and General Manager of Pima,
(b) Peter Gerstrnan, the General Counsel of Robson Communities, Inc., and (0) Shapiro
Law Firm, P.C. by and through Jay Shapiro, each be and hereby is, authorized to represent
Pima in all matters before the Commission;



FURTHER RES OLVED, tha t a ll a cts  of P ima 's  oiiice rs  a nd dire ctors  for a nd on be ha lf of
P ima  s ince  the  la s t me e ting of the  Boa rd of Dire ctors  be , a nd the re by a re , ra tifie d a nd
a ffirme d;

FURTHER RESOLVED, that the officers of Pima be, and thereby are, authorized and
directed to take such further actions as may be necessary or advisable to carry out the
intent of these resolutions.

Dated: October 19, 2016

, -v o,.4. 1»

Steven Soriano, Vice President and Assistant
Secretary


